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Cornhusker Economics
LRP-Feeder Cattle Insurance Usage Up with Recent Changes
Market uncertainties pose a significant risk to cattle producers, who have a substantial amount of money invested
in breeding livestock, land, and other infrastructure. Livestock Risk Protection (LRP) insurance became available in
the early 2000s from the USDA Risk Management Agency
to provide cattle and swine producers with a simple price
risk management tool to protect against unexpected downswings in the national market price. LRP is a single-peril
insurance product that provides an indemnity to insured
producers if a national price index falls below a selected
coverage price on the end date of the policy. LRP insurance functions like a put option in that it creates a floor on
the national selling price at a future point in time while still
allowing the producer to benefit from price increases.
After remaining relatively unchanged since inception, several enhancements and improvements to the LRP insurance program for cattle have taken place over the last
three years. They include:
• Increasing subsidy levels for all coverage prices
(see Table 1).
• Changing the premium due date to the end of the
coverage period rather than the beginning.
• Increasing the number of head of cattle that can be
insured per endorsement and per year from 1,000
head and 2,000 head, respectfully, to 6,000 head
and 12,000 head, respectfully.

•

Creating a new unborn feeder cattle type to allow
for unborn calves to be insured.

•

Updating Chicago Mercantile Exchange (CME)
trading requirements to allow for more insurance
coverage levels and endorsement lengths to be
offered to producers.

Table 1: Livestock Risk Protection (LRP) insurance premium subsidies for cattle policies
Note: New and beginning producers qualify for an additional 10%
subsidy

Subsidy Level by Year
Sep-2020
2003

2019

May-2020
(Current)

Coverage Price

13%

20%

25%

35%

90-94.99%

13%

25%

30%

40%

85-89.99%

13%

30%

35%

45%

80-84.99%

13%

30%

35%

50%

75-79.99%
70-74.99%

13%

35%

45%

55%

13%

35%

45%

55%

95-100%

• Expanding the window before the end of the endorsement period to make cash sales without affecting coverage from 30 days to 60 days.
•
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With the recent changes, producer participation in
the LRP insurance program in Nebraska has increased dramatically. LRP insurance for cattle is
available in five different forms: LRP-Feeder Cattle Steers Weight 1 (< 600 pounds); LRP-Feeder
Cattle Heifers Weight 1 (< 600 pounds); LRPFeeder Cattle Steers Weight 2 (600-900 pounds);
LRP-Feeder Cattle Heifers Weight 2 (600-900
pounds); and, LRP-Fed Cattle Steers & Heifers (>
900 pounds). Table 2 contains sales and indemnity data for LRP-Feeder Cattle insurance in Nebraska since it was first offered in 2003. Sales of
LRP-Feeder Cattle for the 2021 crop year (July 1,
2020 through June 30, 2021) included a recordhigh number of policies sold, the quantity of head
insured, dollars of liabilities covered, total premium dollars, and subsidy dollars. Most of the
coverage ending dates are yet to be reached for
2021 policies so indemnity figures are incomplete.
Table 2: LRP-Feeder Cattle Summary of Business for Nebraska

Policies are sold when a producer completes
an application with a livestock insurance
agent. Premiums are not paid until a producer
completes a Specific Coverage Endorsement
(SCE) to purchase price protection for a particular group of animals. Only about 11% of all
policies sold in Nebraska have actually had
premiums paid and insurance coverage attached to them. From 2003-2020, 39% of policies earning a premium have been indemnified. With $5.7 million of indemnities paid out
on $7.5 million in total premium collected, the
loss ratio for LRP-Feeder Cattle has averaged
about 0.76 over this period. With a 13% premium subsidy in effect for most of this period,
the producer loss ratio was 0.88, meaning
$0.88 was paid out in indemnities for each
dollar of producer premium collected. Calculating the producer loss ratio for 2003-2020
using the new minimum subsidy level of 35%
results in a producer loss ratio of 1.18.
Like most insurance, cattle producers should
not purchase LRP hoping to collect on it. All
else being equal, strong market prices are
preferred and more likely to lead to solid returns on investment over time. However, LRP
used as a part of a market risk management
plan can help protect profits in years where
markets turn for the worse as seen in 20072009, 2012, 2015-2016, and 2019 for feeder
cattle (Table 2). To see how LRP has performed over the years, an example is provided
below for LRP-Feeder Cattle Steers Weight 2
(600-900 lbs.) and Heifers Weight 1 (< 600
lbs.). Because LRP-Feeder Cattle coverage is
directly tied to the Chicago Mercantile Exchange Feeder Cattle Index for 700-900
pound steers, LRP-Feeder Cattle coverage for
Steers Weight 2 will match the index.

A 10% price discount is calculated for LRPFeeder Cattle coverage values on Heifers and a
10% price premium is calculated for LRP-Feeder
Cattle coverage on Weight 1. Therefore, LRPFeeder Cattle coverage values on Steers Weight
2 and Heifers Weight 1 will look the same.
Table 3 shows how 13-week LRP-Feeder Cattle
insurance contracts taken out in early August for
price coverage in early November performed for
Steers Weight 2 and Heifers Weight 1 from 20052020. In this example, only 7 of the 16 years resulted in an indemnity payment. The indemnity
payments occurred over four consecutive years
from 2006-2009 plus two consecutive years from
2015-2016 and, finally, in 2020.

The other 9 years resulted in the net effect of
a producer premium being paid with no offsetting indemnity received, including one year
(2010) where the national price declined but
not enough to trigger an indemnity.
However, the indemnity to producer premium
ratio was 1.51 (4.72/3.12) over the entire period of time. As a result, the average effective
ending price with LRP insurance coverage
($141.00) was nearly the same as the average expected ending price ($141.223) despite
an average $1.83 decline in actual ending
price compared to expectations. In other
words, the average net effect of LRP insurance of $1.60 was enough to cover all but
$0.23 of the average decline.

Table 3: LRP-Feeder Cattle Example Performance for Steers Weight 2 (600-900 lbs.)
and Heifers Weight 1 (< 600 lbs.) for a coverage endorsement period from Aug 6-8
to Nov 5-7 (13 weeks) at the highest coverage price available.

Furthermore, for the years where the national
price declined, the average decline was $12.13.
With LRP insurance coverage and indemnity payments included the deviation from the expected
ending value was cut in half to an average of
$5.69. This risk mitigation effect was most pronounced in years like 2008 where a $21.51 decline in national prices expectations was 75% offset by a $16.75 net positive effect from LRP insurance coverage.
LRP insurance programs focus only on reducing
downside price risk by providing a floor on national
price expectations. LRP insurance allows producers to take advantage of higher national prices
outcomes if they are realized. The insurance program does not cover basis risk (the risk that local
prices decline relative to national prices) and producers are still charged with the task of marketing
their cattle in the cash market. This includes the
possibility of adding value to the cattle through a
retention program.
This material is based upon work supported by
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